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Panarctic Oils Ltd. 


Corporate Information 


Corporate Profile 


P anarctic Oils Ltd., an industry/government consortium, is owned more than 50 percent by the 
Government of Canada through Petro-Canada Inc., with the remainder of the shares held by 36 
largely Canadian corporate or individual shareholders. Panarctic explores for oil and natural gas in 
the Canadian Arctic Islands north of the Canadian mainland. This effort has resulted in the 
discovery of large reserves of natural gas and modest amounts of crude oil. Gas reserves 

represent a 20 percent addition to Canada’s gas supply. Company efforts are currently directed to 
producing and distributing small volumes of crude oil to Northern and Southern Canadian markets. 


Head Office 


Incorporated May 27, 1966 

by Federal Letters Patent 
Head Office 

815 Eighth Avenue South West 
Calgary, Alberta T2P 3P2 


Bankers 


Bank of Montreal 
Calgary, Alberta 


Auditors 


Price Waterhouse 
Calgary, Alberta 


Annual Meeting 


The annual meeting of shareholders of 
Panarctic Oils Ltd. will be held in the 
Company’s head office located at Panarctic 
Plaza, 815 Eighth Avenue South West, 
Calgary, Alberta on Thursday, June Ist, 
1989 at 9:00 a.m. M.D.T. 


Officers 


JOHN M. TAYLOR 
Chairman of the Board 


WILBERT H. HOPPER 
Vice-Chairman of the Board 


CHAS. R. HETHERINGTON 
President and Chief 
Executive Officer 


COLIN S. MacDONALD 
Vice-President and 
Secretary-Treasurer 


F.R. MATTHEWS, ©..C. 
Assistant Secretary 


K. GREY ALEXANDER 
Assistant Secretary and 
Manager of Operations 


GORINNE ES DAVEY 
Assistant Secretary 
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President's Report 


ie anarctic in 1988 marked the fourth year of its Bent Horn crude oil production and marketing 
operation . 


The Company produced 347,149 barrels of crude from the Bent Horn A-02 well during the period 
July 4, 1988 and September 30, 1988 . 


Two successful voyages were made during the year delivering 295,968 barrels of crude to northern 
and eastern markets including 11,200 barrels to the Northern Canada Power Commission at 
Resolute Bay. These sales provided Panarctic with earnings of approximately $2.0 million. 


In 1989 Panarctic will continue its oil production operation and, assuming the crude oil price 
maintains an economic level, will attempt three shipments. Early in the 1989 season cumulative 
production from the Panarctic et al Bent Horn A-02 well will exceed 1 million barrels. 


The Company will also be conducting a geophysical and geological review in 1989 of certain oil 
prone regions in the Arctic Islands with a view to identifying future potential crude oil prospects on 
land. 


Panarctic continued to operate with a small full time staff complimented by temporary employees 
for field activities. The Company’s financial position remains in good shape with a cash position of 
$19.8 million and no current or long-term debt . 


During the year two Directors resigned from the Board. Panarctic would like to express its 
appreciation to John Beddome for his seven year contribution to the Board, and to Barry Stewart for 
his four year contribution. 


The Company thanks its employees for their contribution during 1988 and records its appreciation 
of the efficient way in which they carried out their duties. 


Chek tetbon- ch. 


Chas. R. Hetherington 
President and Chief 
Executive Officer 


Calgary, Alberta 
February, 1989 
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BOARD OF DIRECTORS 


JOHN ANDRIUK* NORMAN F. McINTYRE 
Senior Vice-President Vice-President 

Exploration and Land Production Development 
Dome Petroleum Limited Petro-Canada Resources 

C. BARRIE CLARK** WILLIAM MORROW** 
President Vice-President and Controller 
PanCanadian Petroleum Limited Petro-Canada Inc. 

fone DIELABOUCH DAVID P. O’BRIEN* 

Senior Vice-President, Executive Vice-President** 
Production Petro-Canada Inc. 


Canadian Hunter Exploration Ltd. 

OWEN E. OWENS 
DALLAS E. HAWKINS Vice-President, Exploration 
President Cominco Ltd. 
Drake Petroleum 

DAVID E. POWELL* 


CHAS. R. HETHERINGTON* Executive Vice-President and 
President and Chief Chief Operating Officer 
Executive Officer Home Oil Company Limited 


Panarctic Oils Ltd . 
ROLLIN W. PRATHER 


WILBERT H. HOPPER Businessman 
Chairman and Chief Calgary, Alberta 
Executive Officer 
Petro-Canada Inc. JAMES M. STANFORD* 
President 
PETER KA YE* Petro-Canada Resources 
Senior Vice-President 
Exploration JOHN M. TAYLOR 
Petro-Canada Resources Businessman 
Calgary, Alberta 
EDWARD M. LAKUSTA* 
President and Chief WILLIAM B. THOMPSON 
Operating Officer Vice-President and General 
Petro-Canada Inc. Manager, Canadian Exploration 


Petro-Canada Resources 
RODNEY T. McGRATH 


Vice-President and C. ROLF V. THOMSON 
General Manager of Operations Vice-President, Exploration 
Petro-Canada Resources PanCanadian Petroleum Limited 


* Member of the Executive Committee of the Board 
** Member of the Audit Committee of the Board 
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FIVE YEAR OPERATING AND FINANCIAL SUMMARY 


1988 1987 1986 1985 1984 
Gross Exploration Expenditures Capitalized 
Geological and Geophysical .........::ssscseceeeeteeeeee $ 1S 3 (G9) 320 peo men a 1) 104 
Drilline es eee eee re, eee ee 191 9,478 9,693 19,624 29,315 
Administrative and General Expense ...........+ (426) 3,294 8,172 6,435 6,941 
Interest/EXpense ...2.-cee ee ee ee 4 5 22 110 1,034 
Grude.Oibincome. 2s 1,985 3,111 686 1,932) 
TOtal echt akc tee ee ee er $ (2,215) $ 9,669 $ 17,527 $ 24,556 $38,394 
Cumulative Exploration: eae asa nn rt $439,337 $441,552 $431,883 $414,356 $389,800 
Share Capital as at December 31 
Number of Shares ee settee ee 70,172 70,172 70,172 70,172 68,005 
Capital aig seein eon eer ne mr ene eee $298,712 $298,712 $298,712 298,712 $297,121 
Landholdings at December 31 
Gross,Llectaresepec tia ee eee 324 538 5,426 11,977 11,957 
NetiHectares* cs useeu ee een ee 129 275 1,603 4,715 4,691 


* Before Petroleum Incentives Program grants, seismic sales, investment income and other sundry credits. 
** Subject to 10 percent net profits interest. 


NOTE: All amounts shown in the summary are in thousands. 
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The consolidated financial statements and other financial information relating to the Company 
contained in this annual report have been prepared by Management, which is responsible for the 
integrity and objectivity of this information. The financial statements have been prepared in 
conformity with generally accepted accounting principles. These financial statements necessarily 
include some amounts that are based on informed judgments and best estimates of Management. 


Management depends upon a system of internal accounting controls to meet its responsibility for 
reliable and accurate reporting. Management modifies and improves the system of internal 
accounting and controls in response to changes in business conditions and exercises its judgments in 
business in determining that a reasonable balance is maintained between the costs of such controls 
and the benefits to be derived therefrom. 


Price Waterhouse, Panarctic’s independent auditor, is engaged to express a professional opinion on 
the financial statements. The examination is conducted in accordance with generally accepted 
auditing standards and includes tests and other procedures which allow them to report on the 
fairness of the financial statements prepared by Management. 


Four non-Management directors of the Company serve as the Audit Committee. The Board of 
Directors, through the Audit Committee, oversees Management’s responsibilities for financial 
reporting. The Audit Committee meets with Management and the independent auditor to discuss 
auditing and financial matters and to gain assurance that its responsibilities are being carried out. 
The independent auditor has full and free access to the Audit Committee. 


AUDITORS’ REPORT 
To the Shareholders of Panarctic Oils Ltd. 


We have examined the consolidated balance sheet of Panarctic Oils Ltd. as at December 31, 1988 
and the consolidated statements of exploration expenditures and changes in financial position for 
the year then ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as we considered necessary in 
the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the 
Company as at December 31, 1988 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Calgary, Alberta BABES. 


January 31, 1989 Price Waterhouse 
Chartered Accountants 
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Consolidated Balance Sheet 


(thousands of dollars) 


ASSETS 


Current Assets: 
Cash and term deposits 
Accounts receivable: c ...c.:sucsdierscestysvestonsesGuceresr de yen senences sete uses once 
Petroleum Incentives Program grants receivable 
Inventory of supplies (NoteD)i.... =... een ee 
Prepaid expenses and sundry advances 


Poem eee eee eee eee eee e sees ee eee esses Es Ee esse Heese esse esses seeeesesees 


Beem eee ere re rere rcerccsessccessseeceeeeseseseeee 


CAPITAL ASSETS, at cost: 
Equipment: ( NOt 2) oar sccg creer oc este eects oes ee eee 
Less: Accumulated depreciation 


COP e eee eres reer rere eeereseese essere sseessessssssseessssses 


Exploration expenditures (Note 5) 


POOR meee emer eee rere serereee esos eseeeeeesssesessseeeesereses 


LIABILITIES 


Current Liabilities: 
Accounts payable and accrued liabilities 


eee eee cece cere renee sree esses sseseseeeesseseeseses 


SHAREHOLDERS’ EQUITY: 


Share Capital (Note 4) 
Authorized - 


Unlimited common shares of no par value 
Issued=-/0;17.1,964 shares #34 cece ee ee 


Petroleum Incentives Program grants on shareholder 
financed expenditures 


PPP Reem ewer cer es reece se seas esses eee ee eee eee esse HEE H HES ESESESEEEEEEEEEE EEE EEE EES 


Contingencies and Commitments (Note 5) 


Approved by the Board 


Ee 
ih agin Director 


Chor. Rh. pethe nee Director 


December 31 


1988 


315 


272,277, 
$298,869 


347,281 


(48,569) 
298,712 


$298,869 


1987 


$ 12,161 
489 
3/93 
6,428 

(We 
22,883 


O2,0L7 
(75,076) 
TE PAay| 
270,296 
277 47 


$300,430 


he IRAs: 
AG 


347,281 


(48,569) 
298) 7 12 


$300,430 


Plaraergeqte (OVS [Ligh 


Consolidated Statement of Exploration Expenditures 


FOR THE YEAR FROM INCEPTION 
ENDED DECEMBER 31 TO DECEMBER 31 
(thousands of dollars) 1988 1987 1988 
Geologicaland Geophiysicall......0:.0.0 eee $ 1 $9299) $ 72,810 
ROT NDNA 0 DY eae oc ta Oe neeeeere a Can ter cate ret CU ene Bena 1,620 8,903 224,845 
Administrative and general (2 ) ...........c.csssessseneee (426) 3,294 58,785 
Interest expense 
Givlone-temmndebicus:.cu.n koe ee - - 22,829 
(OMEN hae art he eo 4 5 6,707, 
Grricleroilicales rem. cscs en) Sn ae (5,171) (6,139) (17,293) 
Crude oil transportation & marketing costs ......... 3,186 3,028 ye 
|BANACTCEE INNO) 6 ACES ot ols nomen A Cooney eae me (1,311) (848) (8,596) 
(2,097) 7,944 369,646 
Less: Petroleum Incentives Program grants........... (1,232) (5,650) (102,679) 
$ (3,329) PP PAE: $266,967 


(1) Net of recoveries from contract operations. 
(2) Net of pension surplus refund of $3.4 million. 


Consolidated Statement of Changes in Financial Position 


FOR THE YEAR 
ENDED DECEMBER 31 
1988 1987 


(thousands of dollars) 


Cash Provided By (Used In) Pre-Production Activities: 


Exploration expenditures .........csccscecsecvsrerrersesersessensecssersesescesssssscesences $ 2,097 $ (7,944) 
Add: Depreciation and other NON=CAaSMviteInG nee ene eae 1,652 2,618 
3,749 (5,326) 
Petroleum Incentives Program grants «0.0... eseesteeseseeeeeeeneees 17232 5,650 
Purchase Of EquIPMENE ..........cecesseceececeereneenereessessesssenssvensesenanenssneesenens (31) (2,291) 
Proceeds romisalevOr TixGCASSetS viviee-ceseaesceeeeenctccee-c-ceoeseetesessenerestaere 320 559 
Net change in non-cash working capital balances .........cese 2,415 88 
7,685 (1,320) 
Net increase (decrease) in cash during the year .........ceeeseseseenovesenses 7,685 (15320) 
Cash at beginning Of year .....csecsesseesecsecseessieesteesteeseecneecneeeneeeneeenecneeeeneensen 12,161 13,481 
Cash at end of year ....ssecssecssessseecsescneeseeesnsesseessesesseessecsnecenecanecenceaneceneennete $19,846 $12,161 


Panarctic Oils Ltd. 


Notes to Consolidated Financial Statements 


December 31, 1988 


1. ACCOUNTING POLICIES: 


Basis of Consolidation 


The consolidated financial statements include the accounts of the Company and its wholly owned 
subsidiary, Rigel Airways Ltd. 


Inventory of Supplies 


Inventories are recorded at average laid down cost in the Arctic. 


Depreciation 


Equipment is being depreciated over its estimated useful life by the straight-line method, mainly at 
the rate of 20%. 


Exploration Expenditures 


The activities of the Company are in the exploratory stage and all expenses less recoveries from 
contract operations and revenue realized on sale of crude oil production have been capitalized; the 
Company is deemed to have earned no profit and sustained no loss and therefore no income 
statement is submitted. The amount of Petroleum Incentives Program grants earned is accounted for 
as a reduction of exploration expenditures. To the extent that the exploration expenditures 

were incurred by shareholders in consideration for the issuance of common shares, share capital is 
also reduced by the related grants which are remitted to them. 


Pension Plan 


The Company has a defined contribution pension plan covering all employees. Company costs of 
the plan are charged to operations. 
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2. Equipment: 


Net 
December 31, 1988 Book Value 

Accumulated Net December 31 

Cost Depreciation Book Value 1987 
(thousands of dollars) 

sree q ULI ei tumermmen ne tan ate gee $47,529 $47,506 5 23 $50 
Camps and buildings meee... nae. 5,816 5,816 - 13 
Mobileequipinient: rs enter a. 4,819 4,769 50 56 
Stor cerlacili tices. gee. tee 3,008 3,008 - = 
rod tctOnse Ul Diente sect F199 O72 PASE 2227 
Bent Lioruiaciiticgue we. to ee 8,380 622 2,159 3,766 
PATE CT OTE Re Seen eee ee AORN 5 | 1A 944 203 291 
Radio & navigational equipment.............. 1,610 1598 72 34 
CEN ateotae Maier coc ren! s (ee te tana, 6,470 5,834 636 814 
$81,978 $76,668 $ 5,310 S725) 


Cost is original cost less any investment tax credits utilized to date. Depreciation recorded in 1988 
and capitalized in exploration expense amounted to $1,809,000 (1987 - $3,060,000). 


3. Income Taxes: 


Under the terms of an agreement with the Government of Canada the Company has waived its 
right to claim expenditures for tax purposes of $80 million, an amount equal to the initial cash 
invested in shares of the Company by the Government. In addition, amounts expended on 
operations by shareholders as consideration for the issuance of shares of the Company are 
deductible for tax purposes by the shareholders and not by the Company. 


As at December 31, 1988 the Company has the following pools available to apply against future 
taxable income: 


Future 
1989 Years Total 
; (thousands of dollars) 
Capital Cost Allowance $3,000 $10,500 $13,500 
Earned Depletion Allowance ~ 13,600 13,600 


$3,000 $24,100 $27,100 


Deductions for earned depletion are limited to 25% of production profits. In addition the Company 
has investment tax credits totalling $600,000. These credits, which expire between 1990 and 1992, 
may be applied against future federal income tax liabilities. 


Panarctic Oils Ltd. 


4 . Share Capital: 


Warrants are outstanding which entitle the holders thereof to purchase an aggregate of 11,439,940 
additional common shares at $1 per share. These warrants expire December 31, 1990 . 


5. Contingencies and Commitments: 


(a) The Company has substantially curtailed its exploration operations. The inventory of supplies, 
consisting primarily of fuel and drilling mud, which are not normally subject to physical 
deterioration has been valued at cost on the basis that the Company will continue as a going 
concern and utilize such inventory in future drilling operations in the Arctic. Should the 
Company be required to dispose of its inventory on a liquidation basis, the realizable value 
would be substantially less than the cost reflected in these financial statements. 


(b) The recovery of exploration expenditures aggregating $267 million at December 31, 1988 is 
contingent upon the Company being able to achieve adequate commercial levels of 
production. 


The Company has sold a limited amount of oil produced from a well at Bent Horn on 
Cameron Island in each of the last four years and plans shipments of oil from this area in 1989. 
It is presently anticipated that production of crude oil will continue beyond 1989 although 
there are no assurances that this will happen. Quantities will depend, among other things, on 
prevailing crude oil prices and the ability of the Company to continue to market such crude 
oil. Conditions in the Arctic place severe restrictions on the amount of access time available in 
any year to allow shipment of crude oil from the area . The company has established crude oil 
reserves other than at Bent Horn; however, production from such areas is not contemplated in 
the near future. 


The Company has established substantial volumes of natural gas reserves in the Arctic; 
however, there has not been any commercial production of this product and none is expected 
in the near future. Construction of production and transmission facilities would require a 
substantial capital investment by the Company or others, which investment could not be 
undertaken by the Company unless the sales value of natural gas were to significantly 
increase and substantial new financing obtained . The likelihood of sales of natural gas from 
the Arctic Islands in the near future is considered remote. 


(c) The Company has a lease agreement covering the rental of office facilities which expires 
January 31, 1993. The net rental obligations after subleases, amounts to approximately 
$1,300,000 annually. 
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Summary of Shareholders 

Common 

Shares 

Retro-Canadasli@wn act osc or ec Oe ee 37,002,051 
Pan@anadiansverroleuny limited ess. eee 5,558,080 
Groreahiararey Eire bce hee tec ame R AMMEN 8k one eee UE hs 4,280,915 
Dome Petroleum: Mimitedeerrcs.ct ne ce ee 4,259,953 
Mosbacner Operating lider... eee eee 3,500,000 
Pome Oil Company, eimited ees 20a eee ne een 3,168,130 
PNGOMIM ESC ser eee eae acc ee eee DW, SES) E96) 
INO 1d at pepe eee eee cei atc eee ee 2,381,394 
GanadauNorthwest Enercy Jaimited «1c mae ee Sy 522 
Oakwood Petroleums btdiee ec ee ee ee 100457, 
W ENLWIEStTLRESOUTLCESTLIEIUeC stccoasne-e eereee 9957221 
Bankeno WiMeSselaimnited: essences, seca ee ee eee ee 933,372 
Bowen alleysincdustiies Ltd vee..c2.s 1 eee eee eee: 910,371 
1 Ede Yare) o' BAe) pa Y oa in) Oya erp Penge tne ern NNT Coren Lian Raera Aline cae 738,626 
INOECeME Dero veesOUrCes LIU ted ie aera eee 461,523 
INMIuSKeteei ENere yA tC ee esc cose. com: sers ett eae eens eee ees ten een 385,925 
renbemnave FAV ParetcO OCG UKE oy) Es We gb WEST6 Uo eter 5a wxcsosoncan a nccnccehondaniao aisnene 82,181 
Merrit@ Roberts Kerth freee cee cne cece ee seer een eae 40,000 
LACLME TING FON MROSCc este crise eee han ae te Meee eee ar ns eee 30,934 
CTOM DIES ETO Ceska es taactensseccns te ac eee eee arte een ance 30,000 
Nesbitt homsomboneard Inc Wace sees 27,030 
Ganadian superionic eyes cnet teats cere aee tens ciieeee 18,884 
TACO} WIC OO meee vats o rahe epacasuseieos sdrubaseange ceeosem dase teamsen meee s 17,499 
Gorrie ly Es sosnteythasiee-scousiesssenesavonsssorteasenenceduesseetecteseaseaesereranccens 13,826 
T@G@ERESOimrCeSt Leta Mee aeeece nite sos socaeeea tesserae Mee ee 12,643 
PANTMISt ONG, JACK (GLCAVES arasersssatseeticnrs ter ee tener hemes 10,000 
BRATAT VOL e tk Beer eo es. bose te as tec ode aa ect ne ee re ene 9,376 
PSX ANC ET RS GLCY oie reten scene se scaevan sien vgnomacnent seo meeeten ea reat 8,000 
IAN reroA Dll bays Fe) kebenyescid 0.6 Wy Sin eorertssagte. eeemcon. Gc shocommooc ange sucgxD 8,000 
PEMUITIORRESOUITCESs ELCs chan eusinverastaiecncene cree ercemte teen oe 7,688 
(iltranram Olt SeXGas Ganda tC: atm sreeeee oe ee eee py L90 
Place Gasiec Oil Coslitdine...: oe aeRe A Biol teed amano ne ee Sas cena eee ares 2,898 
DISCAL SAE ee ee es Ga sana cones Comte eat ire ca tare ere 2,000 
State Ot famies ts Way wevee ts .sct-snee- teeter ese eeeaeere ee eee 976 
Vege val dibat Iksbate lei | ocr den eeavep esate micas ch aonco ns i DismemcneD 490 
C@anadianiMotan [tC tee ctit cc eees scene ese een cece 379 


70,171,964 


